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KEY HCONOMIC INDICATORS 
(In millions of U.S. dollars unless noted) 


(Projections) 
1989 1990 1991 
Domestic Economy 
Population (millions) 7. 
Population Growth (percent) i 36 
GDP (1) 170 
Coffee Production (2) 3 


Os 


Prices, Credit, and Money Supply 
Money Supply M1 (3) 38.6 
CPI (percentage change) 28.0 
Credit to Public Sector (net;3) 16.6 
Credit to Private Sector (3) 19.5 
International Coffee Prices (4) n/a 


Government Finances 
Total Revenue and Grants (3) 37.0 
Total Expenditure (3) 49.2 
Budget Deficit (3) ‘ 12.2 


Balance of Payments 
Exports fob 110.9 
Imports fob 
Trade Deficit 
Debt Service (% of exports) 


Foreign Exchange Reserves, net 
in months of imports, cif 


A iS 
(Rwandan francs per U.S. dollar) 


U.S.- yf e 
U.S. Exports to Rwanda 
U.S. Imports from Rwanda 


U.S. Bilateral Aid (Developmental) 8.0 


Princi U.S. rts (1990): Used clothing, milk powder 
Princi U.S. Import (1990): Arabica coffee 


Sources: IMF, World Bank, Government of Rwanda, BNR, Embassy 
estimates 1) at 1985 constant prices, billions of Rwandan francs; 
2) thousands of metric tons; 3) billions of Rwandan francs, end of 
period; 4) U.S. cents per pound, mild Arabica 





SUMMARY 


The ongoing conflict between the Rwandan Government and the rebel group known 
as the Rwandan Patiotic Front (RPF), which began in October 1990,.has 
severely effected the country's economy. There are ongoing discussions to 
find resolutions, amd the war is now mostly limited to skirmishes along the 
northern border with Uganda. But it is this northern area which encompasses 
most of Rwanda's tourist attractions as well as what had been the main 
transportation route for goods entering and leaving the country. The 
government exhausted nearly all of its foreign exchange to finance imports 
for its military operations. It is estimated that this increase in imports, 
coupled with falling exports, will result in a 33 percent increase in the 
1991 trade deficit. A Structural Adjustment Agreement signed with the World 
Bank and International Monetary Fund (IMF) in February 1991 provided an 
infusion of foreign aid which helped relieve the foreign exchange crisis. 
The SAA also contains policy prescriptions geared toward a stronger export 
orientation. However, the trade balance is not expected to improve in the 
short term, as increased imports will be necessary to restore industrial 
growth, and export promotion measures will take time to show results. The 
Rwandan economy contracted in real terms by 2 percent in 1990, but is 
expected to grow by 1 percent in 1991. 


The devaluation of the Rwandan franc by 40 percent relative to foreign 
currencies, implemented in 1990, resulted in an inflationary shock, but this 
appears to be rapidly passing through the economy. Although mmufacturers 
continue to react cautiously, the implementation of new tax, tariff, and 
business incentive policies appears tc be well on track. 


Rwanda's current econanic difficulties belie the fact that it enjoys 
important advantages that remain to be exploited. These include its central 
location on the African continent, its excellent road system, and breath- 
taking natural scenery. The government has embarked on difficult political 
reforms which to date are progressing in an atmosphere of calm and relative 
stability. Current econamic reforms are also expected to be well managed. 
The long run prospects for the Rwandan economy are strongly depemdent on the 
success of its export-oriented econamic reform program. Opportunities exist 
for U.S. exports of basic food commodities and for U.S. investment in the 
tourism and agro-industry sectors. 


NATI I AND P’ 
Agriculture 


Agriculture is the backbone of the Rwandan economy, and the small-scale 
farmer is the central point of reference for national econamic policy, which 
seeks primarily to develop the agricultural sector. Agriculture accounts 
for almost one-half of total output and for employment of about 93 percent 
of the active labor force. In 1990 over 81 percent of export earnings were 
derived from the sale of tea and Arabica coffee. 


The overwhelming majority of Rwandans derive their living from the small- 
scale subsistence production of food crops such as potatoes, beans, rice, 
and bananas. Bananas account for about one-half of total food crop 
production. Average family holdings are about one hectare (2.5 acres). 
Agriculture in Rwanda is labor intensive. Farmers use traditional means of 
cultivation and simple nonmechanical farming tools. Constraints on 





production include poor land management, inadequate storage and marketing 
facilities, and demographic pressures which contribute to soil erosion and 
increased fragmentation of farming plots. 


Rwanda's previous successes in keeping its population fed through domestic 
production collapsed in 1989 and 1990, when adverse weather caused two poor 
harvests in succession. The donor canmunity responded with deliveries of 
food assistance. The December-January 1990-91 "harvest recouped some of 
these losses. Although the war displaced large numbers of farmers from 
their fields, present food shortages appear to be distributional rather than 
structural. The government, with the assistance of a number of donors, has 
placed a high priority on self-sufficiency in food production through 
terracing and improved application of technology. 


Rwanda continues to be largely dependent on coffee exports for its hard 
currency and has suffered fram a large fall in world market prices. Current 
government policy continues to subsidize coffee producers. The Structural 
Adjustment Agreement (SAA) calls for an end to this subsidy, which would 
make it likely that many Rwandan growers will switch to more profitable, 
less demanding crops, given that world prices remain low. The price 
guaranteed to producers has already been lowered which should reduce the 
loss to the government incurred through this subsidy. Coffee is grown by 
about 600,000 smallholders. Production in the 1990-91 harvest was 
approximately 39,500 tons, up by 22 percent fram the previous year. 


Rwandan tea producers, including the American-owned SORWATHE, have not fared 
badly in the econamic downturn. Producers turned their first profit in 
several years in 1990 and were able to overcome problems associated with 


export through Tanzania. In 1990 tea accounted for roughly 20 percent of 
export earnings. 


The Rwandan Government has attempted to diversify its export cash crops by 
encouraging the production of alternatives such as sunflowers and fruits and 
vegetables for the European winter market. This production is still 
relatively small in scale, however, and has been severely affected by the 
reduction in the number of flights to Europe brought about by the war. 


Manufacturing 


Rwanda's manufacturing sector remains small in scale and dominated by the 
production of basic goods (import substitutes) for internal consumption. 
There are roughly 30 major manufacturing enterprises engaged in the 
production of products such as beer, soft drinks, cigarettes, hoes, 
wheelbarrows, soap, cement, and textiles. 


Virtually all Rwandan industry depends on imported raw materials, which 
have become increasingly expensive due to the currency devaluation, import 
tariff reforms, and higher transportation costs. Industrial managers have 
reduced their imports of inputs and are avoiding the buildup of inventor ies 
because of an uncertain economy. Manufacturing activity, which previously 
generated 16 percent of GDP, has declined significantly, and most industries 
are Operating at less than half capacity. 


Growth of the manufacturing sector is vital to a revival of solid economic 
growth rates, the diversification of the country's export base, and the 





provision of nonagricultural employment opportunities. The government, with 
the encouragement of donor organizations, is exploring ways to promote 
increased investment in manufacturing enterprises, particularly small and 
medium-size businesses. Under the SAA, measures are to be taken to simplify 
the administrative procedures required for enterprise creation. Export 
duties are to be eliminated on all products except coffee. The increase in 
the minimum import tariff will eliminate the tariff exemption on inputs 
deemed to be of first necessity and reduce the protection previously 
afforded to import substitution industries. 


As part of the measures envisaged in the SAA, the Government of Rwanda is to 
embark on a major reform of its parastatal enterprises. Reforms are to 
include a revision of the institutional and legal framework within which the 
parastatals operate, and the rehabilitation, priva- tization, or liquidation 
of the 62 enterprises in the public sector. 


The success of these reforms will be limited by a number of factors: the 
small size of the domestic market; poor integration of the regional market; 
scarce credit for capital expansion; underdeveloped entrepreneurial and 
managerial skills; and the necessity to import raw materials. 


Mining and Energy 


After two years of inactivity, mineral production recommerced in 1988, and 
tin, cassiterite, wolfram amd other mineral exports accounted for about 5 
percent of total exports in 1990. The econamic reforms undertaken in the 
SAA, especially the devaluation of the Rwandan franc, are expected to 
restore profitability to this sector. 


Rwanda's two principal sources of energy are hydroelectric power and methane 
gas which is extracted entirely from Lake Kiw on the eastern border with 
Zaire. Total reserves of natural gas are estimated at 60 billion cubic 
meters. In 1990 the parastatal Electrogaz produced 78 million kilowatt 
hours of electricity, and approximately 973,000 cubic meters of natural gas 
were extracted from Lake Kivu, marking a return to normal levels after a 
severe drop in production in 1989. 


Rwanda imports refined oil to meet all its energy requirements in the 
transportation sector. Petroleum products are imported by PETRORWANDA, 

a parastatal which controls 40-45 percent of the market, and three other 
private importers. Imports fell 8 percent in 1990 to 84,000.tons. Domestic 
petroleum product prices have remained well above international prices 
throughout the 1980s, and the government has increased them by a further 79 
percent as part of the SAA reform program. This increase is expected to 
encourage conservation while providing needed revenue to the government. 


Commerce and Tourism 


War, devaluation, and new trade policies have made for an uncertain econamic 
environment for commercial enterprises, restaurants, and hotels. These 
businesses accounted for 13 percent of GDP in 1990. Operators in the import- 
export trade have been particularly cautious in 1991, as they assess the 
impact of new import tariff, export duty, and price liberalization policies. 


While the country's tourism sector has definite potential for econamnic 





expansion, the war has taken a significant toll. Tourism centers around 
Rwanda's mountain gorillas, volcano park, and wild game preserve. These 
areas, found in the conflict zones of the north and northeast of the country, 
were off limits until recently, and the northern part of; the Akagera Game 
Park remains closed. Flights from Europe have been cut back from five to 
three per week, as the number of passengers has dropped off. Tourism 
revenues, estimated at $2.3 million in 1987, have clearly fallen dramatically 
since October 1990. Nonetheless, tourism remains pranising, given the 
country's natural beauty and its good communications and transportation 
infrastructure. Ending the war will be the key to relaunching tourism. 


ion ication: 


Rwanda's geographical isolation will continue to be a major constraint to 
econamic development. This isolation has been exacerbated by the closure of 
the principal commercial transportation route to the Kenyan port of Mombasa 
via Uganda. Already high transport costs have increased by upwards of 200 
percent, as all trucking must pass through Tanzania en route to Mombasa. 
Rwanda has no railways. The government purchased a Boeing 707 cargo jet in 
1978, which now flies primarily to Europe and Mombasa. Difficulties have 
been reported in finding cargo space for Rwandan agricultural exports due to 
the reduction in commercial flights to Europe caused by the war. The 
country's internal system of paved roads is excellent, and new road construc- 
tion and improvement projects are continually under way. Kigali has an 
excellent international airport with direct links to Brussels and Paris. 


Rwanda's international telecomminication links are among the best in Africa. 
The country boasts an automated telephone system, and direct dialing is 
possible to Europe, North America, and East African capitals. Internal 
telephone links are reliable, and telex and telefax facilities are available. 
Rwanda has no television, but the print media is rapidly expanding. Radio 
is the most popular medium. 


PUBLIC FINANCE 


Econamic difficulties from 1989 to present have put great strains on Rwanda's 
management of its public finances. The government has long been known for 
its sound, conservative management and traditionally low budget deficits, 
especially by African standards. The combined impact of deter iorating 
coffee prices and quality, poor food crop harvests, overvalued currency, 

and, most recently, war pushed up expenditures by 15 percent in 1990 over 
1989, while at the same time reducing revenues by 9 percent. The budget 
deficit increased by 62 percent to 11.7 percent of GDP over the same 

period. But substantial donor grants reduced it to 8.6 percent of GDP. 


The government agreed to a series of policy changes in its SAA which call 
for the increase of revenues through the introduction of a minimm 10 
percent tariff on imports, and the increase in sales and petroleum taxes. 

To reduce expenditures, subsidies to coffee producers and Electrogaz are to 
be reduced, and public sector salaries frozen. Total new foreign assistance 
commitments from donors, negotiated in conjunction with the SAA, are slated 
to reach $209.7 million in 1991 of which $121.9 million are grmts. The 
government will continue its conservative debt management policy, borrowing 
only aS a measure of last resort and then only on concessional terms. 





The outbreak of war in 1990 had a severe detrimental impact on Rwanda's 
balance of payments. Although the trade deficit decreased in 1990, due to 
the government's emergency sale of coffee stocks at the end of the year, 
estimates for 1991 show an increase of 33 percent, to about $165 million. 
Exports are estimated to show a slight increase in 1991 of 1.7 percent, to 
$111 million, and imports to increase by 18 percent to $276 million. 


Under the Structural Adjustment Agreement signed in February 1991, the 
government has cammitted itself to an ambitious program to encourage exports. 
The Rwandan franc was devalued by 40 percent in foreign currency terms, and 
current policy is to review and adjust the exchange rate as necessary to 
avoid future overvaluation. Other policies aimed at improving Rwanda's 
balance of trade include import liberalization and the establishment of a 
nondiscriminatory foreign exchange allocation regime. Tariff rationaliza- 
tion, including a more uniform tariff structure and establishment of fewer 
tariff categories, will be implemented to correct the distortions created by 
the previous tariff system. 


Foreign Exchange Reserves 


The severe lack of foreign exchange reserves which Rwanda experienced in 
1989 set the stage for negotiations which led to the signing of the SAA in 


1991. The problem was exacerbated by the outbreak of war in 1990, when the 
government exhausted nearly all of its reserves to finance imports. 
Reserves have since been replenished by infusions of bilateral and 
multilateral balance-of-payments support. 


Under an Open General License system to be established for the allocation of 
foreign exchange, discretionary elements in the allocation system will be 
progessively eliminated. It is expected that available reserves will exceed 
demand in the short term, as importers react very cautiously to the changes 
in the econany and avoid the accumulation of imported stocks of inputs and 
consumer products. 


Di ion o 


The European Commnity remains Rwanda's dominant trading partner. Belgium 
buys 21 percent of Rwandan exports, followed by the Netherlands and Germany, 
at 20 percent each. Belgium is also the leading supplier of imports with 19 
percent, followed by Japan (13 percent) and Kenya (11 percent). Exports to 
the United States (primarily coffee) increased dramatically in 1990, but are 
expected to return to their historical share of around 5 percent. Imports 
from the United States amount to about 1 percent of the total. 


LABOR 


Labor force growth far outstrips the Rwandan economy's capacity to generate 
new jobs. The Ministry of Labor has estimated that of 75,000 entramts to 
the labor force each year, fewer than 10 percent are able to find formal 
employment. Despite this abundance of unskilled workers, skilled and 
semiskilled labor remains in short supply, due to the chronic lack of 
technical and managerial training opportunities. 





The Ministry of Labor is responsible for matching advertised employment 
vacancies with suitable candidates, but in practice, individual firms are 
not prevented from hiring their preferred candidates. The employment of 
expatriates is neither prohibited nor discouraged, although it is expected 
that qualified Rwandans will be selected before others. 


BANKING SYSTEM AND MONETARY POLICY 


Rwandan monetary policy is conservative, and inflation levels have 
historically been low. The sudden increase in consumer prices in 1991 was 
largely due to the devaluation of the Rwandan franc, and inflation is 
expected to fall again in 1992. There are three canmercial banks operating 
in Rwanda, all tightly controlled by the Rwandan National Bank (BNR), which 
regulates most interest rates, as well as loan/capital ratios. 


The Rwandan Development Bank (BRD), a public institution, offers 
preferential interest rates for projects with a clear development impact. 
The BRD also seeks to support small and medium-scale private enterprises. 
The Popular Banks (Banques Populaires) are located in virtually every 
commine, and act as small savings and lom institutions for the rural 
population. The government's Caisse d'Epargne targets larger clients and 
makes loans primarily for property improvement and home construction. 


IMPLICATIONS FOR THE UNITED STATES 


Commercial relations between the United States and Rwanda remain limited, 
largely due to the orientation of Rwandan business toward traditional 
European and East African suppliers, as well as the high transportation 
costs associated with U.S. goods. The United States usually purchases fran 
Rwanda about $9 million of coffee per year (although this amount increased 
dramatically in 1990 to $28 million), as well as tea and pyrethrum. The 
major U.S. export to Rwanda remains used clothing. 


As the economy recovers from its currently depressed situation, Rwanda can 
be expected to continue to devote considerable resources to the purchase of 
heavy equipment, light industrial machinery, construction materials, 
vehicles, and other basic goods. There is a-small but growing demand for 
computer equipment. However, the continued government austerity necessary 
to implement the SAA reduces the prospects for large-scale U.S. exports to 
Rwanda. Small-scale export opportunities exist for U.S. suppliers of basic 
foodstuffs, including rice, wheat flour, vegetable oil, and milk powder. 


The Rwandan Government encourages foreign investment. Economic reforms 
which will remove regulatory constraints on the creation and operation of 
private businesses should have the result of reducing distortions in the 
Rwandan econany and creating a more transparent environment in which to do 
business. Generqus tariff protection provided in the past to import 
substitution industries is progressively being eliminated. Good prospects 
may exist in the future for investments in export-oriented industries that 
are labor intensive and use low-cost imported inputs. Rwandan officials 
appear keen to attract U.S. investment in the agro-industry sector. 


U.S. firms already established in larger East African markets may find 
Rwanda a profitable yet marginal addition to their existing sales or 
production activities. 


*U.S. Government Printing Office : 1992 - 311-913/40027 





